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Base Year. For DMH and DPH hospitals only licensed andlor operated as non-acute hospitals during FY 1993, the 
base year is the hospital's FY 1993. For hospitals that were not licensed audlor operated as non-acute hospitals 
during fiscal year 1993, the base year shall be determined pursuant to 114.1 CMR 40.09.For all other hospitals 
licensed and/or operated as non-acutehospitals during FY 1984, the baseyear is the hospital's FY 1984. For 
hospitals that werenot l i d  andor operated as NON-ACUTEhospitals during fiscal year 1984, the base year shall be 
determined pursuantto 114.1 CMR 40.09. 

CBC costbeyond control. 

Commission. The Rate setting Commission was established under M.G.L. c. 6A, s. 32. On July 1, 1996, all 
functionswere transferredto the Division of HealthCare Finance and Policy under M.G.L., c. 118G. 

DEPARTMENTof.Public Health. The DEPARTMENTof Public Health established underM.G.L. c. 17,s. 1. 

DHCFP-450. DHCFP450, Report of chargesand Volume, is a report which documents a hospital's charges and 
volume, utilized for the purpose of rdjusting the cost-to-charge ratio or the payment on account factor should the 
facility increase theircharges beyond theallowable increase specified in 114.1 CMR 40.04(4)(b). 

Discontinued Service. A health service, supply or accommodationwhich conforms in scope to a cost center as 
defined in Chapter III of the ReportingManual which: 
(a) is included in the adjustedbase year cost and which willnot be offered during the budget year, or 
(b) is being offered and terminated duringthe budget year. 

Direct Cost. The cost ofa center as defined by the Reporting Manualafter reclassification and recoveriesof expense 
and prior to the allocation ofo v e r h d  cost to patient care cost centers through the step-down. 

Division. The Division of Health Care Finance and Policy, established under M.G.L. c. 118G. 

Free Care. The amount, net a f  FREE care income or community fund grants, which is charged off by a hospital for 
hospital care and services, supplies and accommodations providedto indigent persons, pursuant to a plan adopted by 
the hospital's governing board and filed with the Division. Free care will not include accounting provisions for free 
care, free care provided to employeesor courtesy allowances. 

FTEs: Full-timeequivalent staff. To compute FTEs, divide the totalannualpaid hours (includingvacation,sick 
leave, and overtime) for all employees in each cost center by a forty (40) hour standard work week, annualized to a 
nom of 2080 hours. 

Gove-tal Unit. The Commonwealth of Massachusettsandanydepartment,agency, board, commission, or 
political subdivisionof the Commonwealth. 

GPSR. Gross patient service revenue is the total dollar amount of a hospital's charges for services rendered during-
the reporting period, generally withina fiscal year. 

HURMManual. The COMMONWEALTHof Massachusetts Hospital Uniform Reporting Manual, promulgated by the 
Division uoder 114.1 CMR 4.00. 

Intennediate Year. The hospital fiscal yearjust before thecurrent rate year. 

Inpatieat Day. HURM standard uait of measure to report care of patients admitted to a hospital including the dayof 
admission,butnottheday of discharge.If both admissionanddischarge occurs on the same day.theday is 
considered a day of admission andcounts as one inpatient day. 
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Non-Acute Hospital. A hospital which is defined and licensed under M.G.L. c. 111, s. 51, with less than a majority 
of medical-surgical, pediatric, maternity and obstetric beds, or any psychiatric facility licensed under M.G.L. c. 19, 
s. 19, or any public health care facility. 

Public Health Care Facility. A FACILITY OPERATED by the Department of Public Health, the Department ofMental 
Health, a County of the Commonwealth, or a Soldiers' Home which provides inpatient medical, skilled nursing, or 
mental RETARDATION care pad SERVICES and which may provide outpatient medical, mentalhealth,or meatal retardation 
cam and services. 

PubliclY-AidedIndividual. A person who m i v e s  health care and services for which a governmental unit is in 
whole or part liable under a statutory PROGRAM of public assistance. 

Rate Year. For allnon-Acute hospitals, esdefined in 114.1 CMR 40.01, the rateyear willbe defined as follows: 
1. For facilities classified as a 'Public Health Care Facility' as defined in 114.1 CMR 40.02, the rate year will 
be from 711 to 6130. 
2. For all other non-acute facilities, the rate year will be 1011 to 9/30. 

Residential Alcoholism Treatment Promam. A residential care program for second-time driving while intoxicated 
offenders approved by theDivision of Alcoholism,MassachusettsDepartment of Public Healthpursuant to 
105 CMR 166.00. 

- Reasonable Financial Requirements.RFR. 

Transfer of Cost. An increase (transfer on)or decrease (transfer off) of hospital costs related to persons or entities 
which provide hospital care or serviceswhichchangescompensationarrangements from non-hospital based to 
hospital based (transfer on) br fmm hospital based to non-hospital based (transfer off). A transfer on of physician 
compensation willonly be allowed if reasonable. 

40.03: REPORTINGRequirements 

(1) REPORTING REQuirements, 
(a) Each non-acute hospital shallfile with the Division one (1) electronic copy and two (2) papercopies of its 
Hospital Statement of costs, Revenues, and Statistics, RSC-403, for each fiscal year within one hundred and 
twenty days (120) of the close of its FISCAL year. Two (2)copies of a hospital's audited financial statements 
must also be submitted within onehundred dtwenty (120) days of the close of its fiscal year. This report is 
to be completed in ACCORDANCE with the instructions set forth therein and pursuent to requirememts of 
114.1 CMR 4.00 and any pertinent administrative bulletins issued by the Division. A copy of the RSC-403 
and instructions is incorporated in 114.1 CMR 4.00 and any pertinent administrative bulletins. 

(b) Eachnon-acute hOspital shall file with the Division two (2) copies of the DHCFP-450,theReportof 
Charges and Volume, for the period 7/1/95 through 6130196 and the period 7/1/96 through 9130196 by January 
1, 1997. 
(c) Beginning 10/1/%, each non-acute hospital shall file with the Division two (2) copies of the DHCFP-450 
within thirty (30)days of the close of the rate year quarter. 
(d) Each non-acute hospital &all file with the Division two (2) copies of the hospital's charge book at the 
beginning of each RATE year aad at thed of each quarter during which the hospital makes changes. 
(e) Each non-acute hospital shall make available all books and records relating to its operation for audit, if 
ques ted  by the Division. 
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(f) A l l  reports, schedules, reporting forms, budget information, books and records which are filed with or made 
available to the Division shall be certified under pains and penalties of perjury as true, correct and accurate by 
the chief executive officeror financial officer of the hospital. 
(g) The Division may, for cause,extend the filing date for thesubmission of reports, schedules, reporting 
forms, budget information, books and records. 

(2) Penalties. 
(a) All non-acute hospitals are required to submit to the Division documentsneeded for the calculationof 
Medicaid RATES of payment. These DOCUMENTS include but are not limited to the aforementioned RSC-403 cost 
reports,the audited t inand  STATEMENTS md the DHCFP-450. If ttre hospital daes not submit this complede 
information in a timely fashion as described above, such hospital may have a reductionapplied to their PAP a i  
of the week of Division vote of 5% for evemy overdue month. Furthermore, this reduction shall continue to 
acctue in a cumulative MANNER of 5% for each month of NON-COMPLIANCE For example; the first ADJUSTMENT 
might equal 596, if REQUESTED documeatation is not received for an additional month, the adjustment shall equal 
10%. The ADJUSTMENTshall not,in my case, e x d  a 50% reductionto the PAF. The PAP will be incmasd 
to the HOSPITAL’SFY 1997 PAP level cnlculated pursuant to 114.1 CMR40.04 (4) as of the Division receipt date 
of hospital compliance. 
(b) If a hospital fails to file MY data, statistics or dher information requidunder 114.1 CMR40.03, the 
Division may request the ATTORNEY GENERAL of the CommonweAlth to seek additional @ties under 
M.G,L. 118G. 

40.04: Rates ofPAYMENTfor Services Provided to PubliclY-Aided Individuals 

(1) APPLICABLILITY Rates of payment determinedunder the rules of 114.1 CMR 40.04shall include: 
(a) Payment for all inpatient, outpatient, and well-newborn hospital care and services which are provided by a 
non-acute hospital to publicly-aided patients. 
@) Payment for administrative days which are provided by a non-acute hospital to publicly aided individuals 
under Title XIX of theSocial Security Act. 

(2) General Payment Provisions. 
(a) REIMBURSEMENT as Full Payment. Each non-acutehospital which provides hospital care and service to 
publicly-aided individuals shall, as a condition to receipt of payment, accept reimbursement at rates established 
by the Division, subject to appellate rights set forth in M.G.L. c. 1180, as full payment and discharge of all 
obligations of such individuals. There shall be no supplementation or duplication of payment. 
(b)ReimbursementLimitation. ReimURSEment dehmined under 114.1 CMR 40.04 shall not ex& the 
reimbusement which would resultfrom application of the Principles ofReimbursement of Provider costs 
established under 42 U.S.C. ss.1395 et seq., the Medicare Act. 

1. For each fiscal year the Division shall calculate the perceotage, if any, by which non-acute hospitals' 
Medicaidpayment on account factors (PAFs) must be adjusted in order for the DivisionofMedical 
Assistance to complywith the upper limit requirements on Medicaid inpatient and outpatient hospital 
payments as specified in 42 CFR 447.272 and 42 CFR 447.321. The Division shall calculate the upper 
limit separately for inpatient services and outpatient services. 
2. The Division shall determine whether reimbursemeNtdetermined under 114.1 CMR 40.00 exceeds the 
upper limit by comparing the aggregate amountthat the Medicare program would pay for Medicaid patients 
using Medicare principles to the aggregate amount that would be paid using the Medicaidpayment on 
account factors calculatedpursuant to 114.1 CMR 40.04 applied to rate year Medicaidcharges.If the 
aggregate payment amount pursuant to 114.1 CMR 40.00 is greater than the aggregate payment amount 
using Medicareprinciples, M upper limit adjustmentis necessary. 
3. If M upper limit adjustment is necessary, the Division shall issue an administrative bulletin setting forth 
the methodology for calculating such adjustment. 
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(3) Rates for Administrative DAY Patients. The rate for inpatient services provided to Administrative Day Patients 
shall be calculated as follows: 

(a) For eligible routine services furnished to administrative day patients, the FY 1996 rate of payment will be 
the lesser of $111 per patient day or the PAF determined pursuantto 114.1 CMR 40.04(4) times the hospital's 
approved routine charge. 
(b)For eligible routine services furnished to administrative day patients, the FY 1997 rate of payment will be 
the lesser of $113.27 per patieat day or the PAFdetermined pursuant to 114.1 CMR 40.04(4) times the 
hospital's approved routine charge. 
(c) For eligibleANCILLARY services furnished to administrativeday patients, the rate of payment shall be equal to 
thePAF detamiaedPprWLant to 114.1 CMR 40.04(4) timesthe approved charge for the mice. 

(4) PAYMENTOIL Account FACTOR For all eligible services supplied to publicly assisted patients, other than those cited 
in 114.1 CMR 40.04(3), the initial rate of payment shall be equal to the product of the PAF and the approved charge 
for the SERVCIE 

(a) TbeFY 1996 PAP shall be computed by dividing the RFR determined pursuant to 114.1 CMR 40.06by the 
Approved GPSR for thecorresponding rate year, as approved under 114.1 CMR 38.00. 

If a hospital's a p p v e d  GPSR is revised pursuant to 114.1 CMR 38.00, the PAF shall be revised to reflect 
thenew approved GPSR. The PAP shall not be revised to reflect changes in RFR made pursuant to 114. I CMR 
38.00. 

In no event shall the PAF exceed 1005%. 
(b) The FY 1997 #PAPshall be COMPUTED by dividing the FY 1997 RFR by the FY 1997 GPSR. For hospitals 

with a rateyear beginniNg 7/1/%, the FY 1997 GPSR shall be the GPSR calculated using the FY 1997 RSC-440 
as reviewed and adjusted by theDivision. For hospitals with a rate year beginning 10/1/96, the FY 1997 
GPSR shall be the FY 1996 GPSR as approved by the Division. This PAF shall remain in effect unless adjusted 
as describedbelow or until it is superseded bynew regulation or a contract with the Division ofMedical 
Assistance. 

1. Determination of the Medicaid PAF shall be made in accordance with the information filed on the 
DHCFP-450 Form. 
2. The PAFshall be A downward prospectively, pro-ratedfor months remaining in the rate year, 
if the charge per day as q ~ ~ r t e din the DHCFP-450 Form incteases beyond an allowable increase. 
The allowable increase shallequal the FY 19% to FY 1997 inflation factor, as calculatedpursuant 
114.1 CMR 40.08 (2). multiplied by the greater of 1 or the ratio of FY 1997 RFR to FY 1996 RFR. 

3. The adjustment factor shall equal the product of a) the inflation factor divided by the sum of one 
plus the percent increase in charges and b) thegreater ofone or the ratio ofFY 1997 RFR to FY 1996 
RFR. 

4. The pro-rated adjustment shall be determined as follows: 
a. Step Oris: i) the adjustmeat factor multiplied by the total number of months in the year that the 
inc&charges am in effect less ii) the number ofMONTHSthat the increasedcharges are in effect 
before theadjusted PAF will take effect. 
b. The pro-rated adjustment shall equal Step One of the adjustment 8s calculated above dividedby 

the number of months remaining in the year after the adjusted PAF willtake effect. 
5. The current PAF shall be multiplied by the pro-rated adjustment factor as calculated pursuant to 

114.1 CMR 40.04 (4) 4. 
6. The Division will determine the lower of the PAF adjusted in 114.1 CMR 40.04 (b) 5. or the PAF 
currently in effect and will approve a change in the PAF, if applicable, to take effect the first day of 
the amnth following the Division's APPROVAL 

(c) In addition to the initial rate of payment, a supplementary payment shall be made for all eligible services 
supplied by non-acute hospitals to publicly-assisted patients who are not given administrative day status. This 
supplementary paymentshall equal the following: 

Total Supplementary Payment= 
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Total Routine Charges for Administrative Day Patients x PAF 
- $113.27 x Number of Administrative Days 

(c) The supplementary paymentshall be payableby the Division of Medical Assistanceto the hospital. 

40.05: Residential AlcOholism Treatment Prom 

(1) 	 Fee. 
(a) The FV 1996 fee for a RESIDENTIAL AlcoHOLism TREATMENTprogram shall be equal to tbe approved chargetimes 
the ratio ofRFR determined purwunt to 114.1 CMR 40.06to the Approved GPSR for the corresponding rate 

year, aa APPROVED under 114.1 CMR 38.00. If a hospital’s approvd GPSR is revised pursuant to 114.1 CMR 

38.00, the ratio shall be revised to reflect the new approved GPSR. The ratio shall not be revised to reflect 

changes in RFR made pursuant to 114.1 CMR 38.00. 

(b) The FY 1997 !be for a residential AIcohoLism treatment program shall be equal to the charge times the PAF 

calculated putsupnt to 114.1 CMR 40.04(4). 

(c)This fee shall be paid in f i l l  by the individualserved, unless a lesser amountis established by any validorder 

of a court of competeat jurisdiction upona written !inding of indigence or inability to pay pursuant to St. 1982, 

c. 373. The Commonwealth shall PAY to the hospital any difference between the payment made by the 
individual served and the fee determined m&r 114.1 CMR 40.05. 

(2) Reimbursement as Full PAYMENT Each rum-acutehospitalwhich operates a residentialalcoholismtreatment 
programshall, as acondition to receipt of payment,acceptreimbursement at ratesestablished by theDivision, 
subject to appellate rights set forth inM.G.L.c. 118G, as fullpayment and discharges of allobligations of 
individuals medby such programs. There shall be no duplication or supplementation of payment. 

Only receiving permission from the(3) ELIGIBLE ProvideR. providers specific Division of Alcoholism, 
MassachusettsDepartment of PublicHealthmayreceivereimbursementforresidentialalcoholismtreatment 
programs under this regulation. Costs associated with residential alcoholism treatment program operating without 
such permission shall not be includedin allowed operating cost. 

40.06: Determination of Reasonable Financial RequiremENts (RFR) 

(1) PURPOSE The Division shall determine the Reasonable Financial Requirement (RFR) in accordance with CMR 
114.1 40.06 for the purposes definedin 114.1 CMR 40.01. 

(2) Method of DETERMINATIONof RFR. The Division will determine the RFR for each non-acute hospital for a rate 
year by summing [a] the rate year operating requirements,fi]the rate year capital requirement, [c] the rate year 
workingcapitalrequiremeNt,andtheasubbracting [dl the labor cost recoverypursuant to 40.08(2)(b). The 
calculation of these elementsof RFR is described below. 

(a) The rate year operating requirementis the sum of: 
1. The base year allowed operatingcost under 114.1 CMR 40.07 (2). and 
2. The adjusted base year to rate year adjustments calculated purrmantto 114.1 CMR 40.08. 

(b) The rate year capital requirement is thesum of: 
1. The base year allowed capital costunder 114.1 CMR 40.07 (3), and 
2. The adjusted base year to rate year adjustments pursuantto 114.1 CMR 40.08 (6).. _  

(c) The rate year working capital requirement is calculated by multiplying the sum of the rate year operating 
and capital requirementsby 0.0055. 

(3) The FY 1997 RFR. 
(a) For hospitals with rate years beginning 7/1/96, the FY 1997 RFR is the RFR derived from the FY 1997 
RSC-440 as reviewed and adjusted by the Division. 
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(b) For hospitals with rate years beginning 10/1/96, the FY 1997 RFR is the FY 1996 RFR approved by the 
Division. Therefore, the Division will not make adjustments pursuant to 114.1 CMR 40.07 and/or 40.08 for 
changes affectingcosts in FY 1997. 

40.07: Determination of Allowed Base Year cost 

(1) PURPOSE Except for new non-acute hospitals which have notyet been assigned a base year, the commission will 
determine Allowed base year OPERATING cost for the purpose of establishing a hospital's RFR pursuant to 114.1 
CMR 40.07. 

(2) CALCULATION ofAllawed Base YEAR OPERATING COST 
(a) For DMH and DPH hospitals only the base year for operating costsshall be FY 1993, and the Division shaf t  
utilize the COSTS REPORTED in audited FY 1993 R S C 4 3  cost report. For all other hospitals, the base year for 
operating costsshall be the year Fecognizsdby the Division BS tbe base year during FY 1996. For hospitals with 
a later base year assigned pursuant to 114.1 CMR 40.09, the Division shall utilize the costs reported in the 
audited RSC403 cost REPORT for that year. 

1. ALLOWABLE operating costs include only costs incurred or to be i n c d  in the provision of hospital care 
and services, supplies and ACCOMMODATIONS and determinext in accordance with the Principles of 
Reimbursement for Provider Costs d e r  42 U.S.C. ss.1395 g m.as set forth in 42 CFR 413 g s.and 
the PROVIDERReimbursementManual, the HURM Manual and Geaedly Accepted Accounting Principles. 
2. Allowable operatingcosls.do not include costs of personnel or CONsultants where the primary purpose is, 
either directly or indirectly, to persuade or seek to persuadehospitalemployeestosupport or oppose 
unionization. 

(b) The Division will makea one time adjustment to base yearcosts to reflect the following: 
1. Audit adjustmeats when the audit is c o m p l e t e .  
2. Annualization of partial year costs for which the hospital received adjustments in the RFR approved in 
the base year. 
3. Annualization of'partial year reductions in costs as a result of transfers off of costs and discontinued 
services during the base year. 

(3) Calculation ofAllowed Base Year CAPITAL Cost. The base year for capital cost is the year recognized as the base 
year for operating costs. The baseyear capital cost is calculated by adjusting the hospital's actual base year capital 
cost for historical depreciation for buildings and fixed equipment, for reasonable interest expense, for amortization 
and for leases and rentals of facilities. The following limitations apply in the determination of allowable capital 
costs and, in addition, shall apply to any projected capitalacquisitions as set forth in 114.1 CMR 40.08(6). 

(a) The Division shall not allow interest expense attributable to balloon payments on financed debt. Balloon 

payments are those in which the final payment on a partially amortized debt is scheduled to be larger than all 

preceding payments. Requests for intemt associated with balloon-type payments must be adjusted to conform 

to the time period for conventional regular installment loans. 

(b) Where there has been a CHANGEof ownership after July 18, 1984, the allowable basis of the fixed assets to 

be used in the determination of the depreciation andinterest expense shall be the lower of the acquisition cost to 

the new owner or the basis allowed for reimbursement purposes to the immediate prior owner. The allowed 

-depreciationexpense &all be calculated usingthe fulluseful lives of the assets. 

(c) All costs (including legal fees, accounting, and administrativecosts, travel costs, and the costs of FEASIBILITY 

studies) attributable to the negotiation or settlement of the sale or purchase of MY capital asset after July 18, 

1984 (by acquisition or merger), for which payment has previously bee0 made by any payer, and which have 

been included in anyportion of the RFR, shall be subtracted from the capital requirement. 


40.08 Determination ofBase to Rate Year ADJUSTMENTof Costs 

(1) PURPOSE The Division will make a Base to Rate Year Adjustment of Costs in order to determine RFR pursuant 
to 114.1 CMR 40.06. The Division will make a year to year adjustment to base year costs for additional costs that 
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are projected to occurin the rate year due to inflation, changes in volume, costs beyond reasonable control,and new 
s e r v i c e s .  

(2) Inflation. The Divisionshall d e  adjustmentforinflationprospectively. The Divisionwilladjustallowed 
operating COSTS From the base year through the rate year using a composite index comprisedof two cost categories: 
labor and non-labor. Thesecategories shall be weightedaccording to theweights used bytheHealthCare 
Financing Administretion for PPS-exempt hospitals. The inflation proxy for the labor cost category shall be the 
Massachusetts Consumer Price Index. The inflation proxy for the non-labor cost category shall be the non-labor 
portion of theHCFA market basket for non-acute hospitals. Them will be no adjustment upward or downward to 
account for over or under-projection. 

(a) The composite inflation indexas calculated in accordance withthe preceding para#will be increased by 

.02pursuant toM.G.L. c. 118G. 

(b) The Division will recover the a d d i t i d  labor costs for which hospitals were reimbursed according to the 

provisions of 114.1CMR40.07(2xa),butwerenotexpended on the compensation of technicians, nurses, 

nursing aides, orderliesandattendants,andoccupational, speech, recreational,physical, and respiratory 

therapists, as requid by M.G.L. c.118G. The Division will m v e r  these costs according to the following 

procedure: 


1. Hospitals will report upon therequestoftheDivision, the rate year expenditureofstaffpositions 
defiaed above. Any amount not expended willbe excluded from the rate year RFR. 
2. The Division may further adjust a hospital's RFRupon audit. 

(3) Volume. Allowed base year operating costs shall be further adjusted to reflect reasonable volume increases and 
decreases as follows: 

(a) The Division shall require each hospital to report its costs, revenue, and volume data by HURM designated 
cost centers.The statistics used for volumeadjustment shall be the same as thosestatisticsspecified in the 
HURM Manual. For purposes of calculating the volume adjustment, the Allowed Unit Cost for each cost center 
shall equal the base year direct and indirect costs for that cost center divided by base year units. The volume 
associated with a Determinationof Need (DON)project, new service, or transfer on of cost shall be part of the 
volume used in the computationof the volume allowance. Any allowance due to new service, DON,or transfer­
on volume shall be netted out if thecosts associated withit are submitted as new services, CBCsor transfers. 
(b) For projected volume increasesor decreases from the intermediate year to the budget year whichare greater 
or equal to 1096, the hospital must submit a supporting statementof explanation accompanied by the appropriate 
statistical documentation. No volume increase shallbe allowed without such explanation and documentation. 
(c) For routine inpatient care services and routine ambulatory services, the allowed marginalcost for a unit 
increase or decrease in volume shall be 50%. The allowed cost for marginal cost for ancillary services for a unit 
increase or decrease in volume shallbe 60%.There shall be no upside corridors for volume increases. 
(d) An increase in costs due to an increase in routine inpatient services or routine ambulatory services volume 
From the base year to the budgetyearshall be calculated as the product of the projectedincrease in units 
multiplied by 50% of the allowed unit costas defined in 114.1 CMR 40.08(3)(a) inflatedby the base to rate year 
composite inflation index. 

An increase in costs due to an increase in ancillary services volume from the base year to the budget year 
shall be calculated as the productof the projected increase inunits multiplied by 6096 of the allowed unit costas 
defined in 114.1 CMR'40.08(3)(a) inflated by the base to rate year composite inflation index. 
(e) For routine inpatient care services, routine ambulatory s e r v i c e s  and ancillary services, the allowed marginal 
cost for a unit decrease in volume shallbe as follows: 

Unit Decnsse Allowed MARGINALCost 

u p  to 5 %  100% 

Over 5% to2596 5096 

Over 2 5 %  to 5096 2596 

Over 50% to 7596 12.5 % 

Over 75 96 0% 


There shall be no downside CORRIDORSfor volume decreases. 
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( f )  A decrease in cost due to a decrease in routine inpatient care service, routine ambulatory care services or 
ancillary services volume shall be calculated as the product of the projected decrease in units multiplied by one 
minus the applicable marginal cost percentage, as providedin114.1CMR 40.08(3)(e), multiplied by the 
Allowed Unit Cost as defined in 114.1 CMR 40.08(3)(a) inflated by the base to rate year composite inflation 
index. 

(4) CostBeyond HOSPITAL Control (CBCs).Allowed base year operating costs shall be further adjusted to reflect 
costs beyond the reasonable control of the hospital which meet the requirements of 114.1 CMR 40.08(4)(a) and the 
criteria of 114.1 CMR 40.08(4)(b). 

(a) A CBC is Mund pad unforeseen incmase in reasonable and allowable costswhich is solely attributable 
to uniqueand exceptiONal c- that are beyond the control of thehospital. The following REQUIREMENTS 
must be met before certain coats am qualified as CBCs and included in RFR. 

1. A,cost shall not be de.termine!d to be a CBC if in a prior fiscal year the DivisiON approved costs 
correspondiNG to the CBC and the events giving rise to the cost did not take place in the year the cost was 
approved. 
2. The timing and amount oftheincreasein costsmust be reasonably certain. If thehospital does not be& 
to expead costs for which it has received a CBC adjustmeat within six months, the hospital must notify the 
Division that approved amounts were not expeaded, and the Division will deduct such costs from RFR. 
3. The hospital shall demonstrate that the category of cost of the requested CBC is not included in the 
adjusted base year operating cost or in the base to rate year inflation and volumeallowances. 
4. A cost shall be allowed as a CBC only if the amount requested is greater than one tenth 1/10 of 1%of 
the hospital's total patient care costs. 
5. Multiple unrelatedCBC requests for any one cost beyond control category mustnot be grouped 
together.Each individual CBC req 'kt  for a particular itemmustmeet the materiality limit specified in 
114.1 CMR 40.08(4)(a)4.. 
6. Approved costsbeyond control shall be only those necessary for the appropriate provision of services. 
The Divisionwill consider a cost"necessary" only if it can be demonstrated to the satisfaction of the 
Division that such costs cannot be met through efficient management and economic operation at the existing 
reimbursable cost level. 

(b) The following shall qualify for CBCs provided that the criteria set out in 114.1 CMR 40.08(4)(a) and (b) are 
met. 

1. Costs generated by correcting citations for failure to comply with changes in goveRNment requirements 
related to hospital licensure and participation in programs of hospital care and services under 42 U.S.C. 
ss. 1395 a s.and 42 U.S.C. ss. 13% et seq. An example of this category of CBC is a cost incurred or 
expected to be incurred within six monthsof filing to comply with a changein themanual issued after 1984 
by the Joint Division on Accreditation of Healthcan Organizations(JCAHO). Costs of complyingwith 
standards contained in the manual before 1985 or costs which merely recommend improvement willnot be 
considered as a cost beyondreasonable hospital control .  Hospitals which have not previously been 
accredited by JCAHO will be allowed reasonable costs of complying with accreditation standards of the 
JCAHO contained in its manual. An exampleof cost whichwould not be considered to be beyoad 
reasonable hospital control is expanded emergency morn coverage. Also. increased utilization review costs 
which are not due to any allowable cost beyond control shall not be recognized as additional cost in a 
hospital's projected reasonable financial requirement. Documentationshall include a copy of the government 
REQUIREMENT verification of the costs,and VERIFICATION that the increase in costs requested is reasonable to 
meet the government requirement. 
2. Costs generated by compliance with changesin government requirements whichareset forth in federal or 
state regulationswhich mandate nondiscretionary hospital expenditures. However, if the costs fall within a 
category encompassed by ao inflation factor, it shall not be allowed as a CBC. Documentation shall include 
a copy of the government requirement, verification of the costs, and verification that the increase in costs 
requested is reasonable to meet the government requirement. 
3. Costs generated by disaster losses in excess of insuranceor extraordinary costs related to disaster losses 
not covered by outside sources. Documentation shall include verification of loss or extraordinary cost and 
the insurance or outside source payment. If, however, the loss or extraordinary cost is caused by a facility 
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being inadequately insured according to thestandards of the hospital industry, or through negligence on part 
of hospital management, such losses or costs shall notbe approved. 
4. Allowed operating costs associated with a major capital expenditure or substantial change in services 
which is subject to and has received a detenminaton of need pursuant to M.G.L. c. 111, ss.25B - 2%. 
These costsmust be segregated from other allowed operating costs. Any volume allowance due to a DON 
shall be netted out if the costs pssociated with it are submitted as a CBC. The hospital must demonstrate 
that the increased costsrequested are reasonable. 
5. Wage parity adjustments resultingfrom mergers which are clearly demonstrakd to be cost-effective. Tbe 
term 'cost-effective' used in thiscontext shall mean that at the end of Wee years the merged hospitals are 
spending less than the combined PROJECTIONS ofboth hospitals. Documentationshall include a copy of the 
~a~t9ndpFojsdionaofcostswithoutthemergeroswdlasproject ioDofthecostm~~tobe  
achieved through the meager. This adjustment will be considered a n o n - d g  CBC and the d 
associa$ed with it will be subtracted tiom rate year costs for any year in which the rate year becomes the 
base for FUTURE rate years. 
6. Intra-hospital wage and salary adjustments which are clearly demonstrated to be cost-effective. The tern 
'cost-effectiv0' as used in this context sball mean that at the end of thres years the hospital is spending less 
than it would have without the wag0 d Bllrvy adjustments. The hospital shall submit documentation of the 
projected cost swings to be achieved UI a result of adjustmeats to wages and salaries. This adjustment will 
be considered a non-recurring CBC and the costs associated with it will be subtracted from rate year costs 
foranyyearinwhichtherateyePtbecomesthebaseforfuhuerateyears. 
7. Costs for reasonable inc- in direct care staff salaries and wages in excess of the amount allowed 
through inflation. 

a. Wagerelief may be requested for technicians, NURSES nursing aides, orderlies, attendants, 
occupationaltherapists, speech therapists, RECREATIONAL therapists,physicaltherapists,andrespiratory 
therapists. Anypersonnelin these categories who are primarily conducting administrative job duties 
and are not directly involved with providing patient care are not eligible for wage relief under this 
exception. 
b. The CBC for reasonable increasesin direct care staff salaries and wages is defined as the reasonable 
rate year wage rete less the inflatedbase year wage rate, times thelesser of the rate year FTE direct care 
labor force or the base year FTE direct care labor force. 
c. The inflation allowance for direct care staff includes the full amounts granted under 114.1 CMR 
40.08(2)(a) and (b).
d. The reasonable rate year wage shall be the level of increase required to attract sufficient staff to 
ensure minimum quality of care as determined by the Department of Public Health for current patients. 
The rate will be determined by theDivision with reference toaverage rates prevailing atother hospitals 

within thesame Medicare labor market region, subject to the following conditions: 
(i) outlier wage ratesas detined bytheDivision shall be excluded from the computation; 
(ii) Special weight shall be given to r a t s  prevailing at non-acute hospitals located in the hospital's 
Medicare labor market region;and 
(iii) If it c ~ t lbe demonstratedthat direct care staff at a hospital are transferring in significant 
numbers to another competing hospital, then tbe wage rates prevailing at that competing hospital 
shall be given special weight. 
(iv) In no case shall the feesonable rate year wagerateused in thiscalculation exceed the wage rate 
actually prevailing at hospitalslocated in the hospital's Medicare labor market region at the timeof 
application. The determined Medicare Labor Market Regions and their associated counties are as 
follows: 

Medicare Labor Market REGION counties 
Eastern Mass Bristol 

E s s e X  
Middlesex 
Norfolk 
Plymouth 
Suffolk 
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